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TRADING NAME OF LICENSEE: ATLANTIC CITY SHOWBOAT, INC.

BALANCE SHEETS

AS OF MARCH 31, 2002 AND 2001

(UNAUDITED)
($ IN THOUSANDS)
ASSETS
Current Assets:
Cash and Cash EQUIVBIENTS. ......ccooioireiiiecceeceeeeeeeeeeet vt 2933518 22,841
Short-Term INVESHNENTS.....coc.ooiiiiteiieererrese e nes s errseessasaessesceeesessessesaessesessnns - -
Receivables and Patrons' Checks (Net of Allowance for
Doubtful Accounts - 2002, $1,169 ; 2001, $1,242 )...ccceveeee v .. .NOTE 3 3,770 5,819
TNVETIOTIES. c.vvvvveesriireveieeesecrre s eserescesrescssnnessssnssssssnnennsssnesnnronsennnne s - NOTE 1 2,179 2,080
Prepaid Expenses and Other Current ASSets..........vvccercrmvinrercerinnceesererses s sons NOTE 4 1,342 2,892
Total CULTEAT ASSELS....oiiitiieeiecireeeeire et earecereee s e s sssessssesstcssasssstseneeseesessnnons 36,626 33,632
nvestments, Advances, and Receivables.........ocooovvvvciieiiiiciiecieecnnen, NOTE S & 13 977,312 839,434
Property and EQUAPIMENT = GIOSS......o.oeiiiiiiiirceriereeeircsconiemeaes e esesesesenesessenesesanens 535,363 500,574
Less: Accumulated Depreciation and AmOrtization............coceeveveiervececeieneeeesseee e (265,596) (241,701)
Property and EQuipment « Net.......ccociiiiiitiieicsineni s neeenees e s eeseesenned 269,767 258.873
T ASSELS. ... iveeriereeieiiovnnerereeeeaseaeeressssrrreseeessrenrtessessssmnnrnsseeesonsnsstensesessnsessssssneseresris 2,173 2,712
TOLAL ASSELS....ccveeeeieereccriecaeereesnrseasts e asassesasenasereeassssans e sassasesassassesassenseesssesnrsesssesns 1,285,878 | § 1,134,651
LIABILITIES AND EQUITY
urrent Liabilities:
Accounts Payable.... ..ot et nend 3,944 4,054
Notes Payable - -
Current Portion of Long-Term Debt:
Due 10 AFHAIES.....oiiiiiete ettt s sen e neas - -
RO . oottt st et r et e st s et e e be e san e s bt e e am s e e s s e s nnseebneennaeans 176 -
Income Taxes Payable and Accrued............ccoooeiieeuimiiciieeieeeeceee e ceeeere et - -
Other Accrued EXPENSeS.......cccoiiiiiiiiiiiniiieiieeereste st see s NOTE 6 32,912 30,382
Other Current Liabilities..... 601 720
Total Current LIaDIIES. ......c..iiiiiiiie et aersaen e et sanee e 37,633 35,156
ong-Term Debt:
Due to Affiliates... 715,000 715,000
Other.....occovevvvennns 729 -
fETTEd CTEAIlS. . coviiiiiieiieteciiee ettt sae s e st es e saseneenne s s 21,196 22,095
ther Liabilities. . ..o oottt ss e e« 472,936 306,300
ommitments and Contingencies
TOAL LABDIIEES. ..o+ vveevvecveerrieossoseeeesoe e eeeeeeseresesesseessasenseemos st sesesese s sese e eneseessesreneaes e 1,247,494 1,078,551
Stockholders', Partners', or Proprietor's EQUity.........ccocooeeviiiiieiiiceecerenees 38,384 56,100
otal Liabilities and EQUITY.......ccooiiviiiierieeieeeiee ettt ve e san e 1,285878 | § 1,134,651

4/01

The accompanying notes are an integral part of the financial statements.

Valid comparisons cannot be made without using information contained in the notes.
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TRADING NAME OF LICENSEE: ATLANTIC CITY SHOWBOAT, INC.

STATEMENTS OF INCOME

FOR THE THREE MONTHS ENDED MARCH 31, 2002 AND 2001

(UNAUDITED)
($ IN THOUSANDS)

Amended

oz

83,125 | *| § 77,113

3,939 3,578

10,896 8,522

1,501 1,125

TOtal REVENUE.......ovieiercireeeeerireesrtteneeciressssaevnesssarrrsssseaneeresasasasanesessansd 99,461 90,338
Less: Promotional ATIOWANCES..........ccceviveareerersrrcesinireesssssesesessneenensneesss 21,132 18,860

INEE REVEIIUE. ... coneieieeerrreareestneeeeisteeaeesrasesessssaeansnseeseasssneens NOTE 1 78,329 71,478
Costs and Expenses:

Cost of Goods ANA SEIVICES. ...uvciiiiveiiiiiirecieririeeeseretrer e sssreseanvaeesesraverssnes 44,228 | * 40,886
Selling, General, and AdminiStrative.... ..oy 9,838 10,734
Provision for Doubtful ACCounts........cocoervericiencnninecier s 332 250

Total Costs and EXPENSES.......cccovuirverireeierereeniecrevenane e s creneeness 54,398 51,870

Gross Operating Profit..........cooovviiminniiccc e 23,931 19,608
Depreciation and AmOTHZAtON. ..........covireruirireeirc s 7,299 5,876
Charges from Affiliates Other than Interest:

Management Fees -

Other.....cove e 10,833 8,595
Income (Loss) from Operations............coueverereriirsearcentnaressineneneemecneseenns 5,799 5,137
Other Income (Expenses)

Interest (Expense) - Affiliates (14,455) (14,432)
Interest (Expense) - External - -
Investment Altemative Tax and Related Income (Expénse) - Net.............., (558) (177)
Nonoperating Income (Expense) - Net..........ccooevceecnenin. 154 193

Total Other Income (EXPENSES)......cccoivvrrieierreesreireeeeieeereassesiecrenssensenes (14,859) (14,416)

Income (Loss) Before Income Taxes and Extraordinary Items....................... (9,060) (9,279)
Provision (Credit) for INCOME TaXES....c.ciireiiriiiieiereiii et r s e st st st sr s er s srse s encn s
Inc¢ome (Loss) Before Extraordinary ems.......c....coveevmeneiininnininiiinennnd (9,060) (9,279)
Extraordinary Items (Net of Income Taxes -
2001, $ ; 2000, $ ) . .
Net Income (L0SS)...cveervrcennrnn e eeuteeateereereeabe s teaat e see bt e nnneene et tennearaenreean (9,060) 3 (9,279)

Ammended 10/29/02 to reflect Simuleast Win net of Commissions and Fees

“The accompanying notes are an integral part of the financial statements.
Valid comparisons cannot be made without using information contained in the notes.
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TRADING NAME OF LICENSEE: ATLANTIC CITY SHOWBOAT, INC.

STATEMENTS OF INCOME

FOR THE THREE MONTHS ENDED MARCH 31, 2002 AND 2001

(UNAUDITED)
(8 IN THOUSANDS)

CASITION .. eevvreseeeeeereeeseseeeeteeeeeeenreaaseeeasstssbsaasneaasneesssnesassssenseansssarsneaenseeenns $ 83,291 | $ 77,269
ROOIMIS. ..ottt r ettt ee v reeeeetinesee v s e aeeeeeeaeenatresvanserbasanenssansennnnnnarrn 3,939 3,578
Food and BEeVETAZE...........ccoiiiariieiieereeeir et ec ettt e 10,896 8,522
OB ...cveeeee et eete e tr e en e et e e ta e aesebeesssseneee e s et e s beesemba e e seenneeeaneeeanteeenaeas 1,501 1,125
Total REVEIUE. ........oiiiireiiii it s et en e eane e 99,627 90,494
Less: Promotional AHOWENCES............c.ocoieeiieiiieciiecerece e e 21,132 18,860 |*
NEt REVEIIUE. .....veeiteiieecie ettt e s e s e sessas e see e sresaearaanaee e NOTE 1 78,495 71,634
Costs and Expenses: .
Cost 0f Goods and SEIVICES.........cc.ooievvieeieeee e eeireeeeeeeesteessresetreeesrenaenes 44,394 41,042 |~
Selling, General, and AdmInistrative. ..........cccocoeiieriiiniecc e 9,838 10,734
Provision for Doubtful ACCOURDLS.......c.cveeeeiniiireeicrenireeresec e 332 250
Total Costs and EXPeNSes.........coviiiiiiiiiuireeieniee e cine e e 54,564 52,026
Gross Operating Profit... ... 23,931 19,608
Depreciation and AMOTHZAOIL .......c...cooveeririniieicccc e 7,299 5,876
Charges from Affiliates Other than Interest:
Management Fees -
OFRET.....ooiieiieeerir e e eerreeasaessteenresrnesrnees e 10,833 8,595
Income (L0ss) from OPErations............coeivreiciiiinieiiininccricvienssosn s 5,799 5,137
Other Income (Expenses):
Interest (Expense) - Affiliates. ..o NOTE 8 (14,455) (14,432)
Interest (Expense) - External..........coccoorimiiccin e - -
Investment Alternative Tax and Related Income (Expense) - Net............... (558) (177)
Nonoperating Income (Expense) - Net.........ocoooovviviineen 154 193
Total Other Income (EXPENSes)........c...ocvverveeririeeieeneeneeetne e eneneenend (14,859) (14,416)
Income (Loss) Before Income Taxes and Extraordinary Items........................, (9,060) (9,279)
Provision (Credit) fOr INCOME TAXES.........c.viea ettt s st st s secsssansret e st san e
Income (Loss) Before Extraordinary Hems...........ccocoviiiiininin (9,060) (9,279)
Extraordinary Items (Net of Income Taxes -
2001, $ ; 2000, $ ) S R - -
et INCOME (LOSS) ... ucuiiuiiiiiiic it b (9,060)] $ (9,279)

* Prior year amounts have been restated to conform to current year presenation.

The accompanying notes are an integral part of the financial statements.
Valid comparisons cannot be made without using information contained in the notes.

4/01 ‘ CCcC-210



TRADING NAME OF LICENSEE: ATLANTIC CITY SHOWBOAT, INC.

STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY

FOR THE TWELVE MONTHS ENDED DECEMBER 31, 2001 AND THE THREE MONTHS ENDED MARCH 31, 2002

(UNAUDITED)
(§ IN THOUSANDS)
alance, December 31, 2000...........c.ccceruenevnenas] 1,500 | $ 70,492 - 18 - 193 - 19 5,113)| $ 65,379
Net Income (Loss) - 2001 (17,935) (17,935)
Contribution to Paid-in-Capital.....................
DIvIdends.......o.ovvcviirccecicc e
Prior Period Adjustments..........c..ooccoveeuinnne.
alance, December 31, 2001..........ccovnvvennnnne 1,500 70,492 - - - (23,048) 47,444
Net Income (Loss) - 2002...........cccciinnnn. (9,060) (9,060)
Contribution to Paid-in -Capital............cc......
Dividends.......c.ccoeveiiiennn..
Prior Period Adjustments...................
1999 Income Tax Adjustment
| Balance, March 31, 2002 1,500 | § 70,492 - $ - $ - $ (32,108)} § 38,384
The accompanying notes are an integral part of the financial statements.
Valid comparisons cannot be made without using information contained in the notes.
4/01 cCc-220



Amended

72

TRADING NAME OF LICENSEE: ATLANTIC CITY SHOWBOAT, INC.

STATEMENTS OF CASH FLOWS

FOR THE THREE MONTHS ENDED MARCH 31, 2002 AND 2001

(UNAUDITED)
($ IN THOUSANDS)

Page 1 of 2

CASH FLOWS FROM INVESTING ACTIVITIES:

Net Cash Provided (Used) By Investing ACtiVItIES. .....cc.ovvmmieimnereeicieirinnnnes

CASH FLOWS FROM FINANCING ACTIVITIES:

Purchase of Short-Term Investment SeCUrIties. .......cocovevrvrerrsinreericncineennens
Proceeds from the Sale of Short-Term Investment Securities............coveeene
Cash OQutflows for Property and EQuipment..........c.coccoeiirniiiininccnnennes
Proceeds from Disposition of Property and Equipment.............cc..ccccoeeinnnenne
Purchase of Casino Reinvestment Obligations...........cccoeviniiiins e
Purchase of Other Investments and Loans/Advances made.............ccooccvineee
Proceeds from Disposal of Investments and Collection

of Advances and Long-Term Receivables............cccoccoiiiniiiiiniiiiinciine
Cash Outflows to Acquire Business Entities..............cccoooiiiiiininnnnnn

Cash Proceeds from Issuance of Short-Term Debt..............l
Payments to Settle Short-Term Debt............c.ocooii
Cash Proceeds from Issuance of Long-Term Debt.........cooooveveeiniiiiicrnnnn,
Costs of Issuing Debl.....ooooiiiiiii e
Payments to Settle Long-Term Debt............ccooooiiiiii
Cash Proceeds from Issuing Stock or Capital Contributions................ccccoeoe..
Purchases of Treasury STOCK........cooiiiririeicrc e
Payments of Dividends or Capital Withdrawals............c.c.ccoooooiniinin.

Net Cash Provided (Used) By Financing Activities...........coccovviicoiiininnnnnenn,

Net Increase (Decrease) in Cash and Cash Equivalents...............c.

Cash and Cash Equivalents at Beginning of Period.............ccooooniiiiniinincns

Cash and Cash Equivalents at End of Period.............coooooii

(9,551)

(6.254)

133

(1,042)

(910)

(10,593)

(7,031)

(3295)

737

32,630

22,104

29,335

22,841

CASH PAID DURING PERIOD FOR:

Interest (Net of Amount Capitalized)........oo.ooooooiiiiiiiin s
TECOMIE TaAKES. .o.vvrt ettt e e et ete e eraesceaees e rreea s nannaesaaraneas

$

$

4/01

The accompanying notes are an integral part of the financial statements.
Valid comparisons cannot be made without using information contained in the notes.

CCC-235



TRADING NAME OF LICENSEE: ATLANTIC CITY SHOWBOAT, INC. Page 2of2

STATEMENTS OF CASH FLOWS
FOR THE THREE MONTHS ENDED MARCH 31, 2002 AND 2001 i %\mgnd;ﬁ& 1
s F o A A £
(UNAUDITED) 7/ [i_/éf—r-)
($ IN THOUSANDS) T
NET CASH FLOWS FROM OPERATING ACTIVITIES:
Net INCOmE (LUOSS)-cermmvrinireiieeerrereraee et eesaeeresseeeeeessae st esseer s sesnsssassnes $ (9,060)] $ (9.,279)
Noncash Items Included in Income and Cash Items
Excluded from Income:
Depreciation and Amortization of Property and Equipment..................... 7,299 5,876
Amortization of Other ASsets........coocvevnniiinnicneccnns 85 85
Amortization of Debt Discount or Premium..........c.ccoominnnceninenenens
Deferred Income Taxes = CUITENL. ..ottt - -
Deferred Income Taxes - Noncurrent.........cooccmvrvninnnns -
(Gain) Loss on Disposition of Property and Equipment...........c.coevmurvnee - 22
(Gain) Loss on Casino Reinvestment Obligations..........cccoevvirvevininovenenas 558 177
(Gain) Loss from Other Investment ACHVIHES.......cccococeinrrcineiiverisninerns
Net (Increase) Decrease in Receivables and Patrons' .
CRECKS. . evcvvererceeteietrmerceettnereese e esementnesee e n et em s reee et essec s esasasnons 1,190 (110)
Net (Increase) Decrease in INVENtOries. ........coccvveerecrnerenenenncneeiinererinenes 181 50
Net (Increase) Decrease in Other Current Assets 1,228 294
Net (Increase) Decrease in Other Assets.............. - (172)
Net Increase (Decrease) in Accounts Payable...........coevviciinincincccinnees (2,141) (216)
Net Increase (Decrease) in Other Current Liabilities
Excluding Debt.......c.cocooiiiiiinscnciiiis e (2,664) (5,586)
Net Increase (Decrease) in Other Noncurrent Liabilities
Excluding Debl. ...t 43,751 33,380
Net (Increase) Decrease in Invest., Advances, and Receivables................ (33,129) (16,753)
{Net Cash Provided (Used) By Operating ACtiVIties.......cccvcoveeerecervcnercrerrirconens 7,298 | § 7,768
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
ACQUISITION OF PROPERTY AND EQUIPMENT:
Additions to Property and EQUIpment. ......cco.eeveeecemnenrncnenc i 9,510 1 § 6,254
Less: Capital Lease Obligations Incurred...........coorvveniiinicinnincininnenine (41)
ash Outflows for Property and Equipment...........o.ocoocociiininnnnnnnienricnnenes 955118 6,254
CQUISITION OF BUSINESS ENTITIES:
Property and Equipment AcqUired.........coovieiiieniniinnsenssise e $
GoodWill ACQUITEd. ..ot aves e n e
Net Assets Acquired Other than Cash, Goodwill, and
Property and EQUIPIENL ... ensssss s esens
Long-Term Debt Assumed ...
Issuance of Stock or Capital Invested..........cooveiveniniincrininninernenieecand
ash Outflows to Acquire Business EAtities.........cccoeveeninreenianinneciinne b
TOCK ISSUED OR CAPITAL CONTRIBUTIONS:
Total Issuances of Stock or Capital Contributions..........coeeveererrecnininincnnan $
Less: Issuances to Settle Long-Term Debt.......cceccoeivrccinincnnioniniiiiincnnne
Consideration in Acquisition of Business Entities............ccccoeirinnn.
ash Proceeds from Issuing Stock or Capital Contributions..........cccvvveervnnnnnn $ 8
The accompanying notes are an integral part of the financial statements.
4/01 Valid comparisons cannot be made without using information contained in the notes. CCC-235



TRADING NAME OF LICENSEE: ATLANTIC CITY SHOWBOAT A M

SCHEDULE OF PROMOTIONAL
EXPENSES AND ALLOWANCES

($ IN THOUSANDS)

FOR THE THREE MONTHS ENDED MARCH 31, 2002

32,755
Food 450,180 5,402
Beverage 1,626,680 2,235
Travel 2,038 357
Bus Program Cash 194,367 2,654
Other Cash Complimentaries 325,230 7,474 - -
Entertainment 1,770 49
Retail & Non-Cash Gifis
Parking 200,098 401
Other 1,860 16 3,964 297
Total 2,832,940 $ 21,578 6,002 654

FOR THE THREE MONTHS ENDED MARCH 31, 2002

32,755

Food 450,180 5,402
Beverage 1,626,680 2,235
Travel 2,038 357
Bus Program Cash 194,367 2,654 -
Other Cash Complimentaries 325,230 7.474 - -
Entertainment 1,770 49
Retail & Non-Cash Gifts

arking 200,098 401
Other 1,860 16 3,964 297

Total 2,832,940 § 21,578 6,002 654

*Included in the other Promotional Expenses is the cost of Cigarette and Cigar complimentaries in the amount of $75,000.
*No other individual complimentary service or item within the "Other" category exceeds 5% of that column’s total.



1)

ATLANTIC CITY SHOWBOAT, INC.
Notes to Financial Statements
(Dollars In Thousands)

31463

Summary of Significant Accounting Policies crmmm
Nature of Operations

Atlantic City Showboat, Inc. (the Company), is a wholly owned subsidiary of Ocean Showboat,
Inc. (OSI), which is a wholly owned subsidiary of Showboat, Inc. (SBO). SBO is a wholly owned
subsidiary Harrah’s Operating Company, Inc. (HOC), which is a wholly owned subsidiary of
Harrah’s Entertainment, Inc. and Subsidiaries (HARRAH’S). OSI was incorporated in 1983 and 1s
a holding company with its principal assets being investments in the Company. The Company
conducts casino gaming operations and operates full supportive services of hotel, restaurant, bar
and convention facilities at the Showboat Hotel and Casino in Atlantic City, New Jersey (Atlanuc
City Showboat).

On June 1, 1998, HARRAH'’S, a Delaware corporation, purchased SBO and its subsidiaries.

Omission of Disclosures

In accordance with the Financial Reporting guidelines provided by the Casino Control
Comymission (the “CCC”), the Company has elected not to include certain disclosures, which have
not significantly changed since filing the most recent Quarterly Report. Accordingly, the following
disclosures have been omitted: Future Lease Obligations and certain Income Tax disclosures.

Revenue Recognition
Casino revenues consist of the net win from gaming activities, which is the difference between
gaming wins and losses. Revenues from hotel and other services are recognized at the time the

related services are performed.

Promotional Allowances

Gross revenues include the retail value of complimentary food, beverage, theater and hotel services
furnished to patrons. The retail value of these promotional allowances is deducted to arrive at net
revenues. As more fully disclosed in the paragraph “Recent Accounting Pronouncements”
promotional allowances have been expanded to include cash rebates. The estimated cost of
providing complimentary services and cash rebates to customers for the three months ended March
31, 2002 and 2001, respectively, were as follows:

2002 2001
Food and Beverage 36,669 $5,338
Rooms 2,681 2,230
Other 699 588
Bus Program Cash 2,654 3,263
Other Cash Complimentaries 7.474 6,579

20,117 $17,998

Cash and Cash Equivalents

The Company considers all highly liquid investments purchased with a maturity of three months or
less, at the time of purchase, to be cash equivalents.



ATLANTIC CITY SHOWBOAT, INC.
Notes to Financial Statements
{Dollars In Thousands)

£ - s

: 5 ‘o

Inventories

Inventories of provisions and supplies are valued at the lower of cost (weighted average basis) or
market.

Financial Instruments

The carrying amount of cash equivalents, receivables and all current liabilities approximates fair
value due to their short-term nature. The fair value of a financial instrument is the amount at which
the instrument could be exchanged in a current transaction between willing parties. After giving
effect to their allowances, the Casino Reinvestment Development Authority (CRDA) bonds and
deposits approximately indicate their fair value based upon their below market interest rates. The
carrying amount of long-term debt is estimated to approximate its fair value as the stated rates
approximate current rates.

Propertv and Equipment

Property and Equipment is carried at cost. Depreciation including amortization of capitalized
leases is computed using the straight-line method. The cost of maintenance and repairs is charged
to expense as incurred; significant renewals and betterments are capitalized. Estimated useful lives
for Property and Equipment are 5 to 15 years for Land Improvements. 10 to 40 years for buildings
and 3 to 10 years for furniture and equipment.

Income Taxes

Deferred tax assets and liabilities represent the future tax consequences attributable to differences
between the financial statement carrying amounts of existing assets and liabilities and their
respective tax bases.

Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable
income in the years in which those temporary differences are expected to be recovered or settled.
The effect of a change in existing tax rates is recognized as an increase or decrease to the tax
provision in the period that includes the enactment date.

The company is included in the consolidated federal income tax group of HARRAH’S.
Accordingly, income taxes are allocated based on the agreement, which reflects the separate return
method except that tax benefits available to the company are recognized when generated by the
Company to the extent utilized by the group, including carrybacks.

Deferred Financing Cost

Costs associated with the issuance of debt have been deferred and are being amortized to interest
expense over the life of the related indebtedness using the straight-line method that approximates
the effective interest method.



ATLANTIC CITY SHOWBOAT, INC.
Notes to Financial Statements ‘ 3? T
(Dollars In Thousands) 2763

Long-lived Assets

The provisions of Statement of Financial Accounting Standards (“SFAS™) No. 121, “Accounting
for the Impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed of " requires,
among other things, that an entity review its long lived assets and certain related intangibles for
impairment whenever events or changes in circumstances indicate that the carrying amount of an
asset may not be fully recoverable. The assessment for potential impairment is based primarily on
the Company’s ability to recover the unamortized balance of its long-lived assets from expected
future cash flows from its operations on an undiscounted basis. The Company is not aware of any
events or changes in circumstances that indicate that the carrying amount of any asset may be
impaired.

Accounting Estimates

The preparation of these financial statements in conformity with generally accepted accounting
principals requires the Company to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenues and expenses during the reporting
period. Actual results may differ from these estimates.

The Company provides an allowance for doubtful accounts arising from casino, hotel and other
services, which is based upon a specific review of certain outstanding receivables and historical
collection performance. In determining the amount of the allowance, the Company is required to
make certain estimates and assumptions and actual results may differ from those assumptions.

Recent Accounting Pronouncements

In January 2001, the Emerging Issues Task Force (“EITF”) reached a consensus on certain issues
within Issue No. 00-22, “Accounting for ‘Points’ and Certain other Time-Based or Volume-Based
Sales Incentive Offers, and Offers for Free products or Services to be Delivered in the Future”
(EITF 00-22"). Application of EITF 00-22 is required for all interim and annual periods ending
after February 15, 2001. EITF 00-22 requires volume-based cash rebates to be classified as a
reduction of revenue. Accordingly, such rebates have been classified as promotional allowances.
The Company previously classifies these expenditures as gaming expense. Approximately $10,128
and $9,842 were reclassified from casino expenses to promotional allowances for the three months
ended March 31, 2002 and 2001, respectively.

In June 2001, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 143,
“Accounting for Asset Retirement Obligations” (“SFAS 143”). This standard addresses the
financial accounting and reporting for obligations associated with the retirement of tangible long-
lived assets and associated asset retirement costs. The standard is effective for fiscal years
beginning after June 15, 2002. The Company’s management does not expect the adoption of SFAS
143 to have a material impact on the Company’s financial results.

In August 2001, the FASB issued SFAS No. 144, “Accounting for the Impairment or Disposal of
Long-Lived Assets” (“SFAS 144”). This standard addresses financial accounting and reporting for
the impairment or disposal of long-lived assets. The standard is effective for fiscal years beginning
after December 15, 2001. The Company’s management does not expect the adoption of SFAS 144
to have a material impact on the Company’s financial results.
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ATLANTIC CITY SHOWBOAT, INC.
Notes to Financial Statements 3
(Dollars In Thousands) 140>

Related Partv Transactions

The Company is charged a fee from HOC for administrative services (including executive.
financial, information technology, legal, marketing, and tax planning and compliance). The
Company was charged $1,469 and $1,427 for the three months ended March 31, 2002 and 2001,
respectively, for these services.

"As more fully disclosed in Note 3, the Company provides services for HARRAH’S and wansfers

cash in excess of its operating needs to HARRAH’S on a daily basis. As more fully disclosed in
Note 7, services are provided by HARRAH’S and cash is transferred from HARRAH'S to the
Company based upon the needs of the Company to fund daily operations. No interest is paid or
(earned) on the amount shown as Due To (From) Affiliates in the accompanying statements.

As more fully disclosed in Note 8, the Company has Intercompany Promissory notes payable
totaling $715,000.

As more fully disclosed in Note 9, the Company leases land from a subsidiary of SBO.

Receivables

As of March 31, 2002 and 2001, Receivables consisted of the following:

2002 2001

Casino $3,722 $5,098
Hotel 137 221
Due from CRDA 0 134
Other 1,080 1.608
4,939 7,061

Less allowance for doubtful accounts 1,169 . 1,242
$3,770 $5.819

Prepaid Expenses & Other Current Assets

As of March 31, 2002 and 2001, Prepaid Expenses and Other Current Assets consisted of the
following:

2002 2001
Prepaid Slot License $440 $446
Prepaid Insurance 0 54
Deposits 226 207
Prepaid Rent 0 806
Other 676 1379



ATLANTIC CITY SHOWBOAT, INC.
Notes to Financial Statements . )
(Dollars In Thousands) 3. M-0F

(5) Investments. Advances & Receivables

As of March 31, 2002 and 2001, Investments, Advances and Receivables consisted of the

following:

2002 2001
CRDA Deposits (Note 13) $17,653 $13,792
CRDA Bonds (Note 13) 10.065 7.701
27.718 21,493

Less: Valuation Allowance on CRDA
Investments (8.009) (5,746)
CRDA Investments, Net 19,709 15,747
Due From Affiliates 959,218 826.360

$978,927 $842,107

Due From Affiliates consisted of the following:

2002 2001
HARRAH’S $957,545 $823,520
Showboat Operating Company 11 11
Harrah’s Atlantic City 1562 2,644
Showboat Indiana 14 140
Harrah’s New Orleans 0 2
Harrah’s Lake Tahoe 22 23
Harrah’s Joliet 17 0
Harrah’s Ak-Chin 0 290
Harrah’s North Kansas City 32 0
Harrah’s Harvey’s Tahoe 15 0
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(6)
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Accrued Liabilities

As of March 31, 2002 and 2001, Other Accrued Expenses consisted of the following:

2002 2001

Salaries and Wages $5,295 $4.839
Taxes, Other Than Taxes on Income 2,455 2.380
Accrued Advertising and Promotion 646 445
Accrued Interest 17,661 17,661
Warehouse Lease 0 84
Other 6.855 4973
$32.912 $30,382

Other Liabilities

As of March 31, 2002 and 2001, Other Liabilities consisted of the following:

2002 2001

Due to Affiliates, Long-Term $465,577 $305,989
Other : . 617 311
466,194 $306,300

Due To Affiliates consisted of the following:

2002 2001

HARRAH’S $312,708 $203.816
Showboat Inc. 141,185 99,631
Harrah’s Las Vegas 7,990 215
Harrah’s Laughlin 0 6
Harrah’s Reno 14 16
Harrah’s Tunica 11 0
Harrah’s Illinois 0 10
Rio Las Vegas 85 11
Ocean Showboat 38 38
Harrah’s Atlantic City 3,018 1,718
Showboat Operating Company 528 528
465,577 $305,989

Ptz
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Long Term Debt, Due to Affiliates

As of March 31, 2002 and 2001 Long-Term Debt, Due to Affiliates consisted of the following:

2002 2001
9 Y % Promissory Note - Due 2008 $215,000 $215.000
7 Y % Promissory Note — Due 2009 500,000 500.000
Total Long Term Debt 715,000 $715,000

On May 18, 1993, SBO issued $275,000 of 9 1/4% First Mortgage Bonds due 2008 (9 ' %
Bonds) and subsequently loaned approximately $215,000 of the proceeds to the Company
evidenced by an intercompany promissory note with terms and conditions consistent with those of
the 9 4% Bonds.

Subsequent to the acquisition of SBO by HARRAH’S on June 1, 1998, HARRAH'’S completed
tender offers and consent solicitations for SBO’s 9 % Bonds. As a result of the receipt of the
requisite consents, HARRAH’S eliminated or modified substantially all of the negative covenants.
certain events of default and made other changes to the respective indentures governing the 9 %
Bonds. The Company’s intercompany promissory note with SBO remained unchanged.

On January 15, 1999 the Company entered into a $500,000 intercompany promissory note with
HOC.

For value received, the Company promises to pay HOC the principal sum of $500.000 on January
15, 2009 and 1o pay interest thereon at the rate of 7 Y4 % per annum. Payments of interest shall be
made semiannually on January 15 and July 15 of each year, commencing July 15, 1999, and shall
be calculated on the basis of a 360-day year.

Interest payments related to long-term debt are included in the Amounts Due to Affiliates.

Leases

The Company leases a warehouse under a long-term lease agreement that is capitalized as a capital
lease. The Company has the option to purchase the warehouse from January 1, 2006 through
March 31, 2006 at an option price of approximately $1.928.

The Company leases 10 1/2 acres of Boardwalk property in Atlantic City, New Jersey for a term
ending in 2082 from an affiliate. Annual rent payments, which are payable monthly, commenced
upon opening of the Atlantic City Showboat. The rent is adjusted annually based upon changes in
the Consumer Price Index. In April 2001, the annual rent increased $293 to $9,966. The
Company is responsible for taxes, assessments, insurance and utilities. Rent expense under this
lease for the three months ended March 31, 2002 and 2001, was $2,491 and $2,418, respectively.

Stock Plans

HARRAH’S has various incentive plans under which restricted shares or stock options may be
granted to key employees of the Company. Compensation expense of $131 and $131 was
recognized for the three months ended March 31, 2002 and 2001, respectively.
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Non-operating Income (Expense)

For the three months ended March 31, 2002 and 2001, Non-Operating Income (Expense) consisted
of the following:

2002 2001
Interest Income $154 $215
Gain (Loss) on Disposal of Property &
Equipment o] (22)
' $154 $193

Emplovee Benefit Plans

The Company maintains a retirement and savings plan for eligible employees who are not covered
by a collective bargaining agreement. Under the terms of the plan adopted on July 1, 1999.
eligible employees may defer up to 6% of their compensation, as defined, of which 100% of the
deferral is matched by the Company. Eligible employees may contribute an additional 10% of their
compensation, which will not be matched by the Company. Amounts contributed by the Company
vest over a five-year period. The Company contributed $517 and $607 to this plan for the three
months ended March 31, 2002 and 2001, respectively.

The Company's union employees are covered by a union-sponsored, collectively bargained, mulu-
employer pension plans. Contributions are generally determined in accordance with the provisions
of negotiated labor contracts and generally are based on the number of hours worked.
Contributions to the plans were $210 and $179 during the three months ended March 31, 2002 and
2001, respectively.

New Jersev Investment Obligation

The New Jersey Casino Control Act (Act) provides, among other things, for an assessment on a
gaming licensee equal to 1.25% of their gross gaming revenues in lieu of an investment alternative
tax equal to 2.5% of gross gaming revenues. The Company may satisfy this investment obligation
by investing in qualified eligible direct investments, by making qualified contributions or by
depositing funds with the CRDA. Funds deposited with the CRDA may be used to purchase bonds
designated by the CRDA or, under certain circumstances, may be used to purchase bonds
designated by the CRDA in exchange for credits against future CRDA investment obligations.
CRDA bonds have terms up to 50 years and bear interest at below market rates.

Deposits with the CRDA bear interest at two-thirds of market rates resulting in a current value
lower than cost. As more fully disclosed in Note 5, at March 31, 2002 and 2001, Investments,
Advances, and Receivables include $19,709 and $15.747, respectively, representing the
Company's bond purchases and deposits with the CRDA, net of the valuation allowance. The
carrying value of these deposits, net of the valuation allowance, approximates fair value.
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(13) New Jersev Investment Obligation (Cont.)

The Company was eligible to receive approximately $11,500 in funding credits reserved by the
CRDA, as a result of the completion of the hotel expansion program at the Atlantic City Showboat.
completed in 1994. In December 2001, the Company received the final distribution of the funding
credits.

In December 1999 the CRDA approved a credit exchange agreement between the Company and
Harrah’s” Atlantic City (HAC). The CRDA approved an exchange of $4,628 of Harrah’s South
Jersey Future Obligations for $4,628 from the Company’s Atlantic City Housing Current
Obligations. The exchange was implemented by the immediate transfer of $4,628 from the
Company’s Atlantic City Housing Obligations to Harrah’s. In accordance with the exchange
agreement, $4,628 of Harrah’s South Jersey Future Obligations shall be transferred back to the
Company’s South Jersey Current Obligations upon payment by HAC of such Obligations received
by the CRDA on future Quarterly Payment Dates.

(14) Commitments and Contingencies
Litigation

The Company is a party in various legal proceedings with respect to the conduct of its operations.
Although a possible range of loss cannot be estimated, in the opinion of management, settlement or
resolution of the proceedings should not have a material adverse impact on the financial position or
results of operations of the Company.

License Renewal

During January 2001, the New Jersey Casino Control Commission (the “CCC”) renewed the
Company’s license to operate its casino hotel complex in Atlantic City. A casino license is not
transferable, and must be renewed every four years by filing an application which must be acted
upon by the CCC no later than 30 days prior to the expiration of the license then in force.

(15) Restatements

Income Taxes

For the three months ending March 31, 2001 the Statement of Income has been restated to include
an income tax benefit of $3,730. Additionally, Due From Affiliates was increased $2,673
representing the impact on current income taxes payable and the Deferred Tax Liability Account
was reduced $1,057 representing the impact on the Deferred Tax balance.

For the three months ending March 31, 2002 the Statement of Income has been restated to include
an income tax benefit of 3$763. Additionally, Due From Affiliates was increased $1,614
representing the impact on the current income taxes payable and the Deferred Tax Liability
Account was increased $852 representing the impact on the Deferred Tax balance.

Prior to the restatement income tax expense {benefit) was only determined on an annual basis.
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Trademarks and Licensing

Prior to January 1, 2002 the Company was required to pay certain Trademark and licensing fees to
HARRAH’S. During the second quarter of 2002, the agreement was amended to reduce the fee to
zero effective January 1, 2002. The accompanying financial statements are presented herein to
reflect this amendment as of the effective date. For the three months ended March 31, 2002 this
resulted in a reduction of Charges from Affiliates-Other and a corresponding increase to Net
Income of $6,742.

Promotional Allowances

Subsequent to the filing of the March 31, 2002 financial statements the CCC gave instruction to
reclass certain promotional costs previously accounted for as operating expenses for CCC
Financial Statement presentation purposes. For the three months ended March 31, 2002 and 2001
$446 and $354 respectively, were reclassified from operating expenses to promotional allowances.
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STATEMENT OF CONFORMITY, ACCURACY AND COMPLIANCE

1. {have examined this Quarterly Report.

2. All the information contained in this Quarterly Report has been prepared in conformity
with the Casino Control Commission's Quarterly Report instructions and Uniform Chart
of Accounts.

3. To the best of m)./ knowledge and belief, the information contained in this report is
accurate.

4. To the best of my knowledge and belief, except for the deficiencies noted below, the

licensee submitting this Quarterly Report has remained in compliance with the financial
stability regulations contained in N.J.A.C. 19:43-4.2(b)1-5 during the quarter.

Signature&Michael J. Walish

Vice President of Finance & Admin.
Title

1482-11
License Number

On Behalf Of:

Atlantic City Showboat, inc.
Casino Licensee

4/01 CCC-249





